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State Plan under TitleXIX of the Social Security Act 

Massachusetts Medical Assistance Program 

Methods Used to Determine Ratesof PaYmentfor NonState-Owned PsYchiatricHospitalServices 

Description of PaYment1. General Methodology 

ThefollowingsectionsdescribethemethodsandstandardsutilizedbytheDivisionofMedical 
Assistance(Division) to establishratesofpaymentbycontractforservicesrenderedbyNon-
State-Owned Psychiatric Hospitals and Substance Abuse Treatment Hospitalsto patients entitled 
to medical assistance under M.G.L. c. 118E,§1 et se9. The rates described herein for Non-State-
OwnedPsychiatricHospitalsareeffectiveOctober 1, 1999.Theratesdescribedhereinfor 
Substance Abuse Treatment Hospitals are effective November 1, 1999. These rates of payment 
do not applyto Recipients who are enrolledin the Division’s Behavioral Health Plan. 

(1) TheDivisionhasestablishedacomprehensivestatewideinpatient perdiem rateforall 
participatingpsychiatrichospitalscoveringbothroutineandancillaryservicesprovidedto 
inpatients. The Division derived the statewide inpatient per diem rate by generating a base 
period rate for the period RY1996 through RY 1998 (upto May 1998). The base period rate 
was inflation-adjusted to RY1998 dollars and then updated by the appropriate Medicaid acute 
inpatient update factors (SPAD inflation factors)to generate the RY2000 rate. 

(2) 	RY2000 is the second year of a two-year transition from a hospital-specificper diem rate toa 
statewide per diemrate for those psychiatric hospitals 30 or more claims paid through the 
Medicaid Psychiatric Hospital Program during the period RY1996-05/1998. Those psychiatric 
hospitals with fewer than 30 claims paid during this period have been paid at the statewide 
per diemrate beginningin RY 1999. 

(3) An all-inclusive AdministrativeDay PerDiem Rate (AD Rate) is established forpsychiatric 
hospitals for each Administrative Day. The AD Rateis based on the Medicaid acute inpatient 
administrative day rate and is comprisedof a baseper diem payment and an ancillary add-on 
ratio. The base per diem payment is the average Medicaid nursing home ratein State Fiscal 
Year 1995 for acuity categories H to L. This base rate is $75.83. The Ancillary add-on ratio 
of 0.2969 was derived from the RY1997 acute hospital RFA, which covers psychiatric unitsin 
acutehospitals.TheresultingADrate(baseandancillary)wasthenupdatedbyinflation 
adjustments to derive the AD rate for RY2000. 

(4) TheDivisionhasestablishedacomprehensiveinpatient perdiem rateforallparticipating 
substance abuse treatment hospitals covering both routine and ancillary services provided to 
inpatients. The Division derived the inpatient per  diem rate by generating a base period rate 
for the period RY1997 through RY1999 (upto May 1999). The base period rate was inflation
adjusted to RYl999 dollars and then updated by the appropriate Medicaid acute inpatient 
update factors (SPAD inflation factors) to generate the RY2000 rate. 
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II. Definitions 

Administrative Day (AD). A dayofinpatienthospitalizationonwhich a Recipient'scareneeds 
can be met in a less-intensive setting than a Psychiatric Hospital, and on which the Recipient is 
clinicallyreadyfordischarge,butanappropriateinstitutionalornon-institutionalsettingisnot 
readily available. 

Administrative Day Per Diem Rate (AD Rate). An all-inclusive daily rate of payment paid to Non-
State-owned Psychiatric Hospitals for Administrative Days. 

Behavioral Health Plan (BHP). A managed care program for the administration, coordination and 
delivery of mental health and substance abuse servicesto Recipients enrolledin the BHP. 

Chaw. The amount that is billed or charged by a revenuea hospital for each specific service within 
center. 

DeParTMentof MentalHealth(DMH).Anagency of theCommonwealthofMassachusetts 
established underM.G.L. c. 19,§1 et seq. 

DePartment of,Public Health (DPH).An agency of the Commonwealth of Massachusetts established 
under M.G.L. c. 17,§1. 

DiaGnostic and Statistical Manual of Mental Disorders, 4th edition(DSM-IV). The manual 
compiled and published by the American Psychiatric Associationas a source of information about, 
categorization of, and diagnostic criteria for recognized psychiatric disorders. 

Division of Health Care Finance and PolicY (DHCFPI. An agency of the Commonwealth of 
Massachusetts, Executive Office of Health and Human Services established under M.G.L. c. 
118G. 

DivisionofMedicalAssistance(Division).Anagency of theCommonwealthofMassachusetts 
established underM.G.L.c. 118E. 

Manual. CommonwealthMassachusetts Uniform ManualHURM The of Hospital Reporting 
promulgated by DHCFP under114.1CMR 4.00. 

lnPAtientDay.Thestandardunitofmeasure,accordingtotheHURMManual, to reportcareof 
patients admitted toa hospital including the dayof admission, but not the day of discharge. If both 
occur on the same day, the day is considereda day of admission and counts as one inpatient day. 

Inpatient f e r  Diem Rate. An all-inclusive daily rate of payment for any and all Inpatient Services 
provided to a Recipient by a Non-State-Owned Psychiatric Hospital or Substance Abuse Treatment 
Hospital. 

Medicaid ProGram (Medicaid). The medical assistance benefit plans administered by the Division 
pursuantto M.G.L. c. 118E,$1 et seq. and 42 U.S.C. S1396 et seq. (Medicaid). 
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Non-Acute Hospital.A hospital thatis defined and licensed underM.G.L. c. 111, s. 51, with less than 
a majorityofmedicalsurgical,pediatric,maternityand OBSTETRIC beds,oranypsychiatricfacility 
licensed underM.G.L.c. 19, 3 29. 

Psychiatric Hospital. Any psychiatric facility licensed under M.G.L. c. 19, 0 29. 

Rate Year (RY). The fiscal year beginning October 1 and ending September30. 


Recipient. A person determined by the Division to be eligible for medical assistance under the 

Medicaid Program. 


Substance Abuse Treatment Hospital. A non-acute hospital with 85% or more of its beds licensed 

by the Massachusetts Department of Public Health as Alcoholism Treatment Service or Substance 

Abuse Treatment beds. The hospital must also treat a patient population of which 85% or more have 

a primary diagnosis of substance use disorder as based on the
DSM-IV. 

111. PaYmentMethodoloGy 

M A .  Non-State-Owned PsYchiatric Hospitals 

(I)Determinationof Inpatient PerDiem Rate 

The InpatientPer Diem Rate is an all-inclusive daily rate paid for any and all inpatient care and 
services provided by a non-State-Owned Psychiatric Hospital to a Medicaid Recipient, with the 
exception of any and all Administrative ( s e e  Section 1II.B.). The InpatientPer Diem Rate 
covers room and board, routine nursing services, ancillary services, psychological testing, 
assessments, overhead, and other services, is the customary practice among similar 
providers. 

(a) Data Sources. 

(i) 	 Base Period. The RY1998 InpatientPer Diem Rate was calculated using 
payments and Inpatient Days reported on Medicaid Psychiatric hospital claims 
data during the period RY1996 through RY1998 (up to May 1998). These are the 
same claims data that were usedin the calculationof rates for RY1999. The 
base period was specifiedasMedicaid payments made during this same period, 
RYl996through May 1998 Claims data andbeddays for Medicaid recipients 
enrolled in the Division’s Behavioral Health Program are not included. 

( i i )  	UpdateFactor. TheBasePeriodamountsareadjustedforinflationfromthe 
Base Period through RY2000 using a composite index called the SPAD inflation 
factor.Thisadjustmentfactor is a blend of HCFAmarketbasketandthe 
Massachusetts Consumer Price Index (CPI). The SPAD inflation factors used 
to update the base period are 1.90% forRYl999 and 1.43% for RY2000. 

(iii)EfficiencvStandard. UndertheformerPaymentOnAccount(PAF)payment 
system, there were no incentives for efficiency since Medicaid paid a percentage 
ofnon-State-ownedPsychiatricHospitalcharges,andthesechargeswere 
deregulatedunderstatelaw. A 95 percentadjustmentfactor to thebase 
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deregulatedunderstate 'law. A 95 percent adjustmentfactor to the base 
statewide rate is used as an incentive for e f f i i .This is the same efficiency 
adjustmentfactorthat has been used by Medicare in settingpaymentfor its 
managed care enrollees under the adjusted average per capita cost (AAPCC) 
payment system. 

(b) - n o f R Y # ) O O B P a r D i e m - R ~ ~ t h e ~ o ~ F r  

of a -year transitionfrom aHOSPITAL-SPECIFIC per diem rate to a statewide per diem rate 

for those psychiatric hospitals
with 30or more claims paidthtwghtheMedicaid 
Psychiatric Hospital Programduring the period RYl996-05/1998.Those hospitalswith 
fewer than30claims paid duringthii period have beenpaidat thestatewide per diem rate 
beginning in RY1999. The Divisioncalculatedthe base period statewide ratebytakmg a 
weighted average ofpayments per day reportedon dahs data for all hospitals 
participatingin the Medicaid Psychiatric Hospital program at any timeduringthe period 
RY1996-05/1998. Theweights were basedon the proportionof beddayseach hospital
provided under theMedicaidPsychiatricHospitalprogramduringthis same period. As an 
incentive for improved efficiency,theDivisiontook 95 percent ofthe base period rate to 
yield the final proposedstatewide per DIEM ratefor RY1998. RY1998 figureswere then 
updated for inflation usingtheWAD inflation factorsof 1.90% forRY1999and 1.43% for 
RY2000. 

(2) Determination of Ratefor ADMINISTRATIVEDav PATIENTS 

A Non-State-owned Psychiatric Hospitalwill be paid for Administrative Days using an 
Administrative DayPer Diem Rate (AD Rate). The AD Rateis an all-inclusive daily ratepaid 
for each Administrative Day. The ADRate is based on the Medicaid acute inpatient hospital 
administrative day rate,and is comprised of a baseper diem payment and ancillary add-on. 
The baseper diem payment is the average Medicaidnursing home rate in State Fiscal Year 
1995 for acuity categoriesH to L. Thk base rateis $75.83. The Ancillary add-onratio 0.2969 
was derived from the RY1997acute hospital ancillary payments, whichcovers psychiatric units 
in acute hospitals. The resultingAD rate (base and ancillary) was then updated for inflation 
using the update factors3.16% for RY1996,2.30% for RY1997,2.14% for RY1998, 1.90% for 
RY1999,and1.43%forRY2000.TheresultingADratefor is $137.69 
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111.8 SubstanceAbuse TREATMENT HosPltals 

(1) DETERMINATION of INPATIENT Per Dillem Rate 

The inpatient per diem rate is an all-inclusive daily rate paid for any andall inpatient care 

andservicesprovided by asubstanceabusetreatmenthospitaltoeligibleMedicaid 

recipients. The per diem rate covers all treatment components such as mom and board, 

routine nursing and physician and psychiatric
services, medications, initial substance abuse 
assessments,individual, familyand group inpatient therapy services, radiology. ancillary 
services,overhead,andother services as is thecustomarypracticeamongsimilar 
providers. The inpatientper diem rate was calculated as follows: 

(a) Data Sources 

(9 PQ&& The base period per diem rate yas calculatedusingpaymentsand 
inpatientdays reported on Medicaid substance abuse treatment hospitalclaims 
data duringthe period RY1897 through May 1999. These are the most recent 

' 	 claims data a\iailable. Claims data and beddays for Medicaid recipients enrolled 
inthe Division's6tiP are not includedinthese cahlations. 

(il) FACTORS Theinflationupdatefactorusedtoconvertallmonetaryfigures 
to RY1998 dollars, and to update RY1889 rates for future rateyears, is thesame 
factor used in the M e d i i  Acute Inpatient HospitalProgram, and the Psychiatric 
Inpatient Hospital Program pursuantto Section IIIA(1) (a) 01). This SPAD 
infiation factor is regional update factorspeclf~lllycalculated to reflecta changes 
in the hospital industry byinMassachusetts. This inflation estimate is calculated 
the Division ofHealth Care Finance andPOLICY and is based on a Wend of the 
HCFA PPS Hospital MarketBasket and the Massachusetts Specific Consumer 
Price Index. The SPA0 inflationfactors wed to update thebase period are 
2.14% for RY1998; 1.90% for RY1999; and 1.43% forRY2000. 

(b) jJeterminatlon of RY2000 INPATIENT Per Diem Rate, The Division calculated the 
inpatient per diem rate by taking an average of payments per day reported on claims 
data for the base period RY1997 through May 1999. All monetary figures were updated 
for inflation using the SPAD inflation factorsof 2.14% for RY1998; 1.90% for RY1999; 
and 1.43% for RY2000. The resulting inpatient per diem for RYZOoO is $491.41. 
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IV. Determination of FederallyMandatedDisproportionateShareAdJustments 

The Medicaid program will assist hospitals that carry a disproportionate financial burden of caring 

for the uninsured and low income persons of the Commonwealth. In accordance with Title XIX 

rules and requirements, Medicaid will make an additional payment adjustmentto hospitals which 

qualifyforsuchanadjustment.Eligibilityrequirementsforeachtypeofdisproportionateshare 

adjustment and the methodology for calculating these adjustments are described in Sections V 

and VI below. 


(1) 	 To qualify for any type of disproportionate share payment adjustment, a hospital must have 
aMedicaidinpatientutilizationrate(calculatedbydividingMedicaidpatientdaysbytotal 
patient days) of not less than1%. 

(2) 	 Thetotalofalldisproportionatesharepaymentsawardedtoaparticularhospitalunder 
Section V below shall not exceed the costs incurred during the year of furnishing hospital 
services to individuals who either are eligible for Medicaid or have no health insurance or 
source of third party coverage, less payments by Medicaid and by uninsured patients. 

Mandated Sharev. Federally Disproportionate AdJustments 

(1) 	 DataSources.TheDivisionshalldetermineforeachfiscalyearafederallymandated 
Medicaiddisproportionateshareadjustmentfor all eligiblehospitals,usingthedataand 
methodologydescribedbelow.TheprioryearDHCFP-403report is usedtodetermine 
Medicaiddays, total days,Medicaidinpatientnetrevenues,totalinpatientnetrevenues, 
total inpatient charges and free care charge-0%.If said DHCFP-403 report is not available, 
the Division shall use the most recent available prior year DHCFP-403 report to estimate 
these variables. 

(2) 	 DeterminationofEliqibilityUndertheMedicaidUtilizationMethod.TheDivisionshall 
calculateathresholdMedicaidinpatientutilizationrate to beusedasastandardfor 
determiningeligibility Hospitals federallythe of all Non-acute the mandated 
disproportionate share adjustment. The Division shall determine such threshold asfollows: 

(a) 	 First,calculatethestatewideweightedaverageMedicaidinpatientutilizationrateby 
dividing thesum of Medicaid days forall Non-acute Hospitalsin the stateby the sum of 
total inpatient days for all Non-acute Hospitalsin the state. 

(b) 	 Second,calculatethestatewideweightedstandarddeviationforMedicaidinpatient 
utilization statistics. 

(c)  	Third, add the statewide weighted standard deviation for Medicaid inpatient utilization 
to the statewide weighted average Medicaid inpatient utilization rate. The sum of these 
two numbers is the threshold Medicaid inpatient utilization rate. 

(d) 	 TheDivision shall then calculate each hospital'sMedicaidinpatient utilizationrateby 
dividingeachhospital'sMedicaidinpatientdaysby its totalinpatientdays. If this 
hospital-specificMedicaidinpatientutilizationrateequalsorexceedsthethreshold 
Medicaidinpatientutilizationratecalculatedpursuant to Section V (2)(c),thenthe 
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hospitalis for federally-mandated disproportionateeligiblethe Medicaid share 
adjustment under the Medicaid utilization method. 

(3) 	 Determinationof ELIGIBILITY UndertheLow-IncomeUtilizationRateMethod. 
TheDivisionshallthencalculateeachhospital'slow-incomeutilizationrate.TheDivision 
shall make such determination as follows: 

(a) First, calculate the Medicaid and subsidy share of net revenues by dividing the sum of 
Medicaid net revenues and state and local government subsidies by the sum of total 
net revenuesand state andlocalgovernment subsidies. 

(b) Second, calculate the free care percentage of total inpatient charges by dividing the 
inpatient share of audited free care charge-offs by total inpatient charges. 

( C )  Third,computethelow-incomeutilizationratebyaddingtheMedicaidandsubsidy 
shareofnetrevenuescalculatedpursuanttoSection V (3)(a)tothefreecare 
percentage of total inpatient charges calculated pursuant to Section V (3)(b). If the 

utilizationexceeds X%, the thelow-income rate hospital is eligible 
federally-mandated Medicaid disproportionate share adjustment under the low-income 
utilization rate method. 

(4) 	 DeterminationofPAYment.Thepaymentunderthefederallymandateddisproportionate 
share adjustmentis calculated asfollows: 

(a) 	 Foreachhospitaldeterminedeligibleforthefederallymandateddisproportionate 
share adjustment under the Medicaid utilization method establishedin Section V (2), 
the Division shall divide the hospital's Medicaid utilization rate calculated pursuant to 
Section V (2)(d) bythethresholdMedicaidutilizationratecalculatedpursuantto 
Section V (2)(c).Theratioresultingfromsuchdivision is thefederallymandated 
disproportionate share ratio. 

(b) 	 Foreachhospitaldeterminedeligibleforthefederallymandateddisproportionate 
share adjustment under the low-income utilization rate method, but not found to be 
eligible for the federally mandated Medicaid disproportionate share adjustment under 
theMedicaidutilizationmethod,theDivisionshallsetthehospital'sfederally 
mandated disproportionate share ratio equal to one. 

(C)  	 The Division shall thendetermine,forthegroupof all eligiblehospitals,thesumof 
federallymandateddisproportionateshareratioscalculatedpursuant to Section V 
(4)(a) and SectionV (4)(b). 

(d) 	 The Divisionshallthencalculateaminimum paymentunderthe federallymandated 
disproportionate share adjustment by dividing the amount of funds allocated pursuant 
to Section V (5 )  for payments under the federally mandated disproportionate share 
adjustmentbythesumofthefederallymandateddisproportionateshareratios 
calculated pursuant to SectionV (4)(c). 
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(e) 	 TheDivisionshallthenmultiplytheminimumpaymentunderthefederallymandated 
MedicaiddisproportionateshareadjustmentbythefederallymandatedMedicaid 
disproportionate share ratio established for each hospital pursuantto Section V (4)(a) 
and (b). Subject to the limits herein, the product of such multiplicationis the payment 
under the federally mandated disproportionate share adjustment. 

(5) 	 Allocation of Funds. The total amount of funds allocated for payment to Non-acute Hospitals 
under the federally mandated Medicaid disproportionate share adjustment requirement is 
onehundredfiftythousanddollarsannually.Theseamounts is paidbytheDivisionof 
Medical Assistance, and distributed among the eligible hospitals as determined pursuant to 
Section V (4)(e). 

VI. ExtraordinaryDisproportionate Share Adjustment for PsychiatricHospitals. 

The Division shall determine an extraordinary disproportionate share adjustment for all eligible 
Psychiatric Hospitals, using the data and methodology describedin Section VI. 

(1) DataSources. 

The Division shall use the DHCFP-403 report for the fiscal year two years prior to the 
fiscal year of the calculation of the disproportionate share adjustment to determine the 
cost, free care, charge, patient day, and net revenue amounts.If said DHCFP-403 report 
is notavailable,theDivisionshallusethemostrecentavailablepreviousDHCFP-403 
report to estimate these variables. If the specified data source is unavailable, then the 
Division shall determine and use the best alternative data source. 

of(2) Determination EliGibility. 

(a) In order forextraordinary shareto be eligiblethe disproportionate payment 
adjustment, a Psychiatric Hospital must: 

1. 
2. 

3. 
4. 
5. 
6. 
7. 

specialize in providing psychiatric/psychological care and treatment; 
for active suchspecial treatment asprovide treatment 

developmental disabilities, and the elderly; 
accept all patients without regard to theirabilityto pay; 
consist partly or wholly of locked wards; 
meet requirements for the receipt of federal matching funds; 
meet the low-income standard as setforth in Section VI (2)(b); and 

of deafness, 

meet the unreimbursed cost standard as set forthin Section VI (2)(c). 

(b) Low-incomestandard. 

I. ForeachPsychiatricHospital,theDivisionshallcalculatethehospital-specific 
low-income utilization rate as follows: 

a. 	 TheDivisionshalldivide eachhospital'snetMedicaidrevenuebyitstotal 
gross patient service revenue. 

b. The Division shall divide each hospital's free care GPSR its total GPSR. 

TN: 99-014 HCFA EFF: 1010111999 
SUPERSEDES: 98-009 

OFFICIAL 



Page 9 of 9 
c. 	 Thetotalofthesepercentagesshallequalthehospital'slow-income 

utilization rate. 

2. If the low-income rate thehospital-specific utilization exceeds 4S0/o, then 
Psychiatric Hospital meets the low-income standard. 

( C )  Unreimbursedcoststandard. 

1. 	 ForeachPsychiatricHospital,theDivisionshallcalculatethehospital-specific 
unreimbursed cost percentage as follows: 

a. 	 TheDivisionshallcalculatethecostsofprovidinghospitalservicesto 
Medicaid-eligible individuals and uninsured individuals, by multiplying total 
Hospital costs by the ratio of Medicaid Total Charges plus self pay Total 
Charges plusfree care Totai Chargesto Total Charges. 

b. TheDivision shall subtract thetotalofMedicaidpayments(excluding any 
disproportionate share payments) plus self pay payments, from the costs 

indetermined VI (2)(c)l.a., determineamount ofSection to the 
unreimbursed costs. 

c. 	 The Division shall divide the amount of unreimbursed costs determined in 
Section VI (2)(c)l.b. bythecostsdetermined in Section VI (2)(c)l.a. to 
determine the percentage of unreimbursed costs. 

2. 	 If the hospital-specific percentage of unreimbursed costs exceeds 50%, then the 
Psychiatric Hospital meets the unreimbursed cost standard. 

(3) 	 DeterminationofPavment.Subjecttothelimitsherein,foreachPsychiatricHospital 
determined eligible for the extraordinary disproportionate share adjustment under Section 
VI (2),thepaymentamount is equaltotheestimatedrateyearunreimbursedcostof 
providinghospitalservicestoMedicaid-eligibleindividualsanduninsuredindividuals, 
calculated as follows: 

(a) 	 First,determinetheestimated rate yearcostofprovidinghospitalservicesto 
Medicaid-eligible individuals and uninsured individuals by determining the percentage 
of Medicaid, self-pay and Free Care Total Charges to Hospital Total Charges. Rate 
Year cost is determined by multiplying the FY 1996 Public Assistance RFR approved 
by DHCFP pursuant to 114.1 CMR 40.00 by inflation factorof 4.31%. 

(b) 	 Then, multiply this cost by the unreimbursed cost percentage determined pursuant to 
Section V1(2)(c)l .c. 
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